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FOLLOWING IS TEXT OF BANK OF CANADA PRESS COMMUNIQUE ISSUED 
MARCH 5 ON INCREASE OF BANK RATE TO 9.5 PERCENT: 

BEGIN TEXT. THE BANK OF CANADA ANNOUNCED TODAY THAT THE 
BANK RATE IS BEING RAISED FROM 9 PERCENT TO 9.5 PERCENT EFFECT- 
IVE MARCH 8, 1976. IT WAS SET AT 9 PERCENT EFFECTIVE SEP- 
TEMBER 3. 1975. 

THE GOVERNOR OF THE BANK OF CANADA, MR. GERALD K. BOUEY, 

SAID THAT THE BANK IS FIRMLY COMMITTED TO A POLICY OF KEEPING 
THE RATE OF MONETARY EXPANSION WITHIN MODERATE LIMITS. 

THE UNDERLYING RATE OF MONETARY EXPANSION IN CANADA WAS 
OBSCURED FROM MID-OCTOBER UNTIL MID- JANUARY BY THE TEMPORARY 
BALLOONING OF THE MONEY SUPPLY STATISTICS UNDER THE IMPACT OF 
THE POSTAL STRIKE. IN RECENT WEEKS IT HAS BECOME APPARENT 
THAT THE TREND OF MONETARY EXPANSION SINCE LAST SPRING 
HAS BEEN AND REMAINS UNACCEPTABLY HIGH. THE BANK. 
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THEREFORE, HAS BEEN ACTING TO CORRECT THIS SITUATION BY 
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KEEPING THEY SUPPLY OF CASH RESERVES TO THE BANKING 
SYSTEM UNDER A TIGHTER REIN. ONE OF THE CONSEQUENCES 
HAS BEEN RENEWED UPWARD PRESSURE ON SHORT-TERM INTEREST 
RATES IN CANADA AND IT IS NOW NECESSARY TO RAISE THE 
BANK RATE TO KEEP IT IN LINE WITH RELATED AMONEY MARKET 
RATES. 

MEASURED FROM ITS SECOND QUARTER 1975 AVERAGE 
LEVEL TO FEBRUARY 1976 THE MONEY SUPPLY. DEFINED AS 
CURRENCY AND DEMAND DEPOSITS, HAS GROWN AT AN ANNUAL 
RATE OF 15 1/2 PERCENT. THIS IS SUBSTANTIALLY HIGHER 
THAN THE 10 PERCENT A YEAR TREND RATE OF GROWTH OF 
THE MONEY SUPPLY OVER THE PREVIOUS TWO YEARS. MONTARY 
EXPANSION AT A RATE OF 15 PERCENT A YEAR OR HIGHER 
RISKS ACCOMMODATING A RATE OF INFLATION IN CANADA FULLY 
AS RAPID AS IT HAS BEEN OVER THE PAST YEAR. 

LAST OCTOBER THE BANK INDICATED THAT IN THE CIRCUM- 
STANCES THE TREND OF MONEY SUPPLY GROWTH SHOULD LIE 
WITHIN A RANGE OF NOT LESS THAN 10 PERCENT A YEAR BUT 
BELOW 15 PERCENT. THE OBJECTIVE WAS TO PROVIDE ENOUGH 
MONETARY ACTIVITY WITH SOME SLACKENING OF THE RATE OF 
INFLATION. IF THE PATH OF MONETARY EXPANSION IS TO BE 
CONSISTENT WITH THE DECLINE IN CANDA'S INFLATION RATE 
ENVISAGED IN THE GOVERNMENT’S ANTI-INFLATION PROGRAMME, 
THIS TARGET RANGE WILL HAVE TO BE LOWERED GRADUALLY 
OVER TIME. 

IN RECENT MONTHS AN UNUSUALLY WIDE DIFFERENTIAL 
HAS EMERGED BETWEEN SHORT-TERM INTEREST RATE LEVELS IN 
CANADA AND IN THE UNITED STATES. THE DIFFERENTIAL, 

NOW OF THE ORDER OF 4 PERCENTAGE POINTS, HAS WIDENED 
SINCE SEPTEMBER MAINLY BECAUSE OF A DECLINE IN SHORT- 
TERM INTEREST RATES IN THE UNITED STATES. AS THE ROOT 
OF THIS DIFFERENCE IS THE FACT THAT ECONOMIC DEVELOP- 
MENTS IN CANADA HAVE DIGERGED TO AN UNUSUAL EXTENT 
FROM DEVELOPMENTS IN THE UNITED STATES OVER THE PAST 
TWO YEARS OR SO. THE LEVEL OF ECONOMIC ACTIVITY IN 
CANADA HAS BEEN HIGHER AND THE INCREASES IN MONEY 
INCOMES AND IN PRICES HAVE BEEN MUCH GREATER HERE. 
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THESE DIFFERENCES ARE CLEARLY REFLECTED IN THE FINANCIAL 
AREA. IN THE UNITED STATES THE DEMAND FOR BANK LOANS 
HAS BEEN WEAK FOR SOME TIME NOW WHILE IN CANADA IT 
HAS BEEN RELATIVELY STRONG, AND IT HAS STRENGTHENED 
MARKEDLY IN RECENT WEEKS. IN THE UNITED STATES THE 
MONEY SUPPLY HAS TENDED TO GROW AT A SLOWER PACE THAN 
HAS BEEN SOUGHT WHEREAS IN CANADA THE OPPOSITE IS THE 
CASE. IN THESE UNUSUAL CIRCUMSTANCES A WIDE 
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DIVERGENCE OF SHORT-TERM INTEREST RATES IN THE TWO 
COUNTRIES IS NOT SURPRISING. END TEXT. 

ENDERS 
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